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India is predominantly an agricultural country. More 
than 70 percent of India’s population lives in villages. So 
the prosperity of the whole country depends upon prosperous 
conditions in agriculture. It is true that the Indian farmer 
is horn in debt, lives in debt and dies in debt. Right from 
the ploughing of the land and sowing of seeds to the final 
disposal of crops, finance plays a very important role. It 
is very strange that for such an important occupation as 
agriculture there have not been any systematic arrangements 
for financing in the past; only now a whole chain of special¬ 
ised institutions has been developed in the whole country. 
Causes of Rural indebtedness 
1. A characteristic feature of rural indebtedness is 
its hereditary nature. The debt is handed down from genera¬ 
tion to generation. The son has often to borrow money in 
order to pay the interest charges on the amount borrowed by 
his father. Under the joint-family system where there are 
so many advantages, the main disadvantage is the debt incurred 
by the hëad of the family which is later on passed from 
father to son. 
2. Second, the interest charges which the borrower has 
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to pay are very high. The only available source of credit 
to the farmer is the Marwari or the Sahukar^ who knows the 
necessities of the borrower and the difficulties in the way 
of his enforcing such payment. Although the village money¬ 
lender had performed a valuable economic function in the 
life of villagers, now his activities have become anti - 
social. 
3. Third, in India agriculture is a gamble in the 
monsoons. About one out of every four or five years may 
be a year of scarcity because of the irregularities of rains 
and the cultivator is inevitably compelled to borrow money 
in that year. There are certain other occasions when the 
cultivator borrows large sums of money for the performance 
of marriage ceremonies or on the arrival of a new child, 
when he is said to be unnecessarily extravagant just to 
keep up the social prestige in the eyes of his fellow villagers. 
4. Fourth, the heavy burden of land assessment has to 
be taken into account. The assessment demands can only be 
met by borrowing money because even when there is a total 
failure of crops the assessment is to be paid to the owner 
of the field. As a matter of fact, long before the harvest 
is marketed, the crop is pledged to the money-lender, who 
may thus deprive the cultivator of the prospective benefits 
due to marketing under more favourable conditions. 
1 
Marwari or Sahukar is the Indian Money-lender. 
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The Banking Enquiry Committee pointed out that very 
rarely the cultivator borrows money from the village money¬ 
lender for the puspose of improving the land. Mostly, as 
we already noticed, they borrow to pay the age old debts of 
their forefathers which continue from generation to generation.^ 
A survey of some villages in the Northern part of India 
conducted by Dr. Narayanswami Naidu and Mr. P. Vaidyanathan 
gives us a brief idea bout the purposes for which debt was 
incurred as under:2 
TABLE 1 
PERCENTAGE OF BORROWINGS BASED ON 
PURPOSE 
Purpose of Borrowing Percentage 
Ancestral Debts  53*0 
Agricultural Expenses  13*7 
Buying Land ...     1.6 
Domestic Expenses  5-3 
Land revenue  13*3 
Marriage and Social functions.. ... ... .. 7.9 
Trade  5*2 
Total  100.0 
1 
The Reserve Bank of India, The Banking Enquiry Committee- 
Report (Bombay, 195^)» p. 216. 
2 
The Report of the Committee on Co-operation in Madras. 
Asia Publishing House, Madras, 19*+6, p. 73* 
Looking at the previously mentioned data one can notice 
that Indian cultivators borrow a large percentage of money, 
about 85 percent for the purposes of paying old debts and 
performing social functions to keep up their false prestige 
in the society. 
Keeping in view this hard situation, we feel that rural 
indebtedness is one of the major problems India is facing 
today. The cultivator does not have a proper knowledge of 
getting financial help and, therefore, cannot make improve - 
ments in land. This factor of indebtedness is responsible 
for so many other burning problems of the country such as 
food, low standard of living and low per capita National 
income. In short, it is the problem of the masses which 
needs more attention to improve the economic condition of 
the Indian cultivator. 
The Purpose of the Study 
The purpose of the study is to point out the problems 
and needs of rural finance that India has faced in the past. 
Attempts have been made by the author to show what India is 
doing and has done so far to do away with these problems 
through its Five Year Plans. 
CHAPTER II 
CLASSIFICATION OF LOANS 
There are four principal ways of classifying agricul¬ 
tural loans - period-wise, purpose-wise, security-wise, 
and creditor-wise. The most common means of describing 
agricultural loans is the period-wise. The other three 
viz., purpose-wise, security-wise and creditor-wise may be 
regarded as sub-divisions within the main group. But here, 
the author has to confine himself only to the discussion of 
period-wise loans in detail while giving side-lights to 
the other three types of loans. 
Period-wise 
a. Short-term loans.— Short-term loans may be borrowed 
for a period of eighteen months. These loans are borrowed 
to meet the current demand of the production or consumption 
e.g., for purchasing seeds, manures, and fertilizers or for 
meeting labor charges. The financial position of a farmer 
in India is very precarious. Even after doing so much of 
the labor they never get a sufficient amount of money to 
meet their primary demands. From the ploughing of the fields 
to the completion of harvest the farmers have to borrow 
money. This is the primary cause of rural indebtedness in 
India. These loans are usually self-liquidating and are 
expected to be repaid from the income of the next harvest, and 
again the farmer has to borrow the money for the next harvest 
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after paying the old debt. This is a kind of a chain that 
goes on throughout the life of the farmer and after that, it 
passes on to the son. 
b. Medium-term loans.— Medium-term loans are borrowed 
for a period of eighteen months up to five years. These 
loans are usually granted for purposes such as sinking of 
wells, purchase of bullocks, pumping plants and other improved 
implements. As one very well knows, there is also a problem 
of irrigation in Indian villages. The farmers usually use 
wells for their purposes and sometimes when they are not even 
able to afford the sinking of wells they borrow the money. 
But unfortunately, they do not know that once they have 
borrowed the money they would not be able to repay it after¬ 
wards. Same is the case with the purchasing of bullocks. In 
India, usually a healthy pair of bullocks is priced too high, 
but at the same time there is no other means for ploughing 
cheaply, nor are other means more easily available than that 
of bullocks, so the farmers have to purchase or borrow from 
some one or hire. Sometimes, due to the lack of proper food 
and care, the bullocks die from so many diseases and then it 
becomes beyond the farmer's capacity to get a new pair of 
bullocks. That is why many times the farmers borrow the 
bullocks from the moneylenders instead of the money. In that 
case, the farmer pays the amount not in cash but in crops or 
in services. The main difference is that these loans are of 
a longer duration than the short-term loans. 
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c. Long-term loans.— Loans payable over a longer 
period of more than five years are classified as long-term 
loans. These loans are utilized for payments of old debts, 
building houses and for several other purposes such as - 
marriages, funerals and litigations. As it is clear now, 
by taking a survey in a village ( as mehtioned in the previous- 
chapter), one could know that most of the times farmers 
borrow money either for paying old debts or for building 
houses or performing marriages and funerals. On all these 
social functions farmers used to spend much more money than 
their capacity to afford - just to keep up their prestige 
among their fellow farmers. In Indian villages, to own a 
house is considered to be a sign of prestige and that is why 
most farmers, who can hardly afford to take full meals, try 
to build houses by borrowing. This is a practical sign of 
illiteracy and lack of understanding. The people never 
realize that they cannot keep the false prestige for a long 
time. 
The classification of period-wise loans has been dis¬ 
cussed above, now, the minor classification of loans - based 
on purpose, security and creditor will be dealt with in the 
following paragraphs. 
Purpose-wise 
The two main aspects of purpose-wise loans are production 
and consumption. Short-term loans for agricultural production 
and for the marketing of crops represent the bulk of the 
institutional agricultural credit to-day available in India. 
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It is necessary to keep in mind that the consumption loans 
(of the type already mentioned) which the farmer borrows for 
maintaining himself and his family before the receipt of 
his income from the harvest, stand on a different footing 
from consumption loans connected with ceremonial expenditure 
etc. Medium and long-term loans, too, are taken for purposes 
of consumption no less than for production. Among the more 
usual items of long-term borrowings are those connected with 
repairs to residential houses, repayment of old debts etc. 
To check up such borrowings it becomes necessary to restrict 
borrowing for wasteful domestic or social purposes, and at 
the same time the government has to ensure that normal and 
necessary borrowings for consumption are not left unprovided 
for in institutional finance. 
A more detailed data on the basis of purpose and duration 
of loans was given by the All India Rural Credit Survey 
Report. Table 2 reveals that the contribution made by the 
government and the co-operative societies is very small as 
compared to the total rural finance. It is only fourteen 
percent of the entire borrowing for short-term agricultural 
purposes and eight percent for long-term agricultural purposes. 
The Government and co-operatives give more loans for pro¬ 
duction than for consumption. On the whole, the private 
agencies give the largest credit to the cultivators for their 
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Short-term 2*8 11.3 36.2 35.2 14.Ï 
Long-term 6.0 2.4 41.5 31.9 18.; 
2. Non- 
Agricultural 
Short-term — 0.5 26.9 38.6 34.C 
Long-term 0.6 — 6.2 85.8 7.1 
3. Consumption 
Short-term 2.1 2.2 32.7 43.5 19.! 
Long-term 1.0 0.9 38.7 37.2 22.; 
V. Repayment of 
old debts 0.8 8.7 52.3 23.2 15.< 
5. Other pur¬ 
poses 0.8 2.4 25.0 59.9 11. < 
1 
The Reserve Bank of India, All India Rural Credit Survey 
(Bombay, 195V), p.168. 
Security-wise 
Taking into consideration the security-wise loans, it 
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has been noted that long-term loans are usually secured, 
while short-term loans are sometimes unsecured. That is 
why the long-term loans are generally being granted on a 
basis of the existence of an owned asset that can be mortgaged 
and may be sold. Short-term loans are generally being given 
on personal bond. This has been a common feature of the 
moneylenders' operations. They used to give the short-term 
loans on the basis of character and the capacity to pay. 
But the co-operative societies grant short-term loans on the 
basis of some form of security connected with land. They 
consider the economic value of the land and out of that 
they only give seventy-five percent of the total value as a 
loan. 
Creditor-wise 
In the creditor-wise classification of loans we have 
to consider the broad division between the private credit 
agencies and the state or state-sponsored agencies. Among 
the former are - the moneylender or the Sahukar, the commercial 
banks, the traders and commission agents and the relatives. 
Furthermore, the moneylender may be classified as either 
'professional' or'agriculturist' from whom the cultivator 
borrows the largest percentage of his total money. The 
state or state-sponsored agencies consist of the Government 
itself, the co-operative credit institutions and the Imperial 
Bank or the State Banks. 
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These are some of the major and minor classifications 
which are generally done for the simplicity in understanding 
of agricultural loans in India. A detailed study of these 
private and state or state-sponsored agencies will be done 
in the following chapter. 
CHAPTER III 
A CRITICAL STUDY OF RURAL FINANCING AGENCIES IN INDIA 
After discussing the classification of loans in the 
previous chapter, it is now necessary to have a detailed and 
critical study of various rural financing agencies- from which 
the cultivators usually borrow money for their numerous 
purposes. According to the Gorwala Committee, the estimated 
percentage for the different agencies are as following: 
TABLE 3 
PROPORTION OF BORROWING FROM EACH AGENCY TO THE TOTAL 
BORROWINGS OF THE CULTIVATORS* 
Agency Percent 
Agricultural Moneylender  2b. 2 
Relatives  14.0 
Traders and Comm. Agents   5» 5 
Landlords  1.5 
Indigenous Bankers  M+.8 
Cooperative Societies. ....  3.1 
Commercial Banks  0.9 
Government   3*3 
Others ...     2.7 
Total   100.0 
From the above table it is clear that more than 90 percent 
*The Reserve Bank of India, All India Rural Credit Survey, 
(Bombay,1951), p.167. 
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of the rural credit is provided by the private sector. Further, 
the moneylender is the monopolist whose contribution is about 
69 percent of the total rural finance. The moneylender not 
only provides loans, but also other essential commodities 
of life generally on credit, and in payment of his dues he 
buys the produce of the farmer at concessional rates. Thus, 
he is the backbone of India’s rural finance. The share of 
the Government of India is only 3.3 percent which is extremely 
low as compared to that made by other agencies. Now, a 
detailed study of each individual agency will be done in 
this chapter. 
Moneylender 
The money-lenders are the most important sources of 
supply of finance to the cultivators. The majority of the 
money-lenders combine money-lending with trading and agri¬ 
culture. Out of the total percentage of contribution made 
by money-lenders to the rural finance, nearly 45 percent is 
being constituted by the indigenous bankers or professional 
money-lenders and the rest 24 percent by the agricultural 
money-lenders. 
Thus, it has been noticed that among creditors the 
money-lender, and among money-lenders the professional money¬ 
lender dominates rural credit. But before making any comments 
regarding the pros and cons of money-lenders, it is necessary 
to know more about the way moneylenders operate. 
lb 
In India the public opinion concerning moneylenders is 
very poor. People generally associate money-lenders with 
exploitators. But this is not true, because the money-lenders 
also adapt themselves to the cultivators' needs. Among other 
things, it is this adaptation which explains the survival of 
money-lenders in the villages today. Let us examine the 
main features of money-lenders which are as below: 
1. First, the moneylender always possesses a well-versed 
knowledge of the character and the repaying capacity of his 
debtors. It is very hard to deceive him by keeping up a 
false prestige in the society. 
2. Second, the money-lender has different types and 
degrees of hold on those cultivators to whom he chooses to 
lend money. The last and unimportant of all for him is the 
possibility of having recourse to the law. Usually he depends 
upon the compulsion which he feels he can exert anytime he 
likes. There are two forces behind this compulsion. These 
forces are social and economic. They are different for 
different debtors, but are, in each case, related to how the 
debtor is circumstanced in the village. The social compulsion 
is connected with considerations such as loss of local prestige, 
caste disapproval, possible pressure through caste Panchayat* 
and a variety of other social sanctions which are intangible. 
There are number of ways of economic compulsion. One form of 
*A committee of five people elected by the people of the 
same village. Normally the period of membership is three years. 
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pressure is that which the moneylender himself exerts by 
threatening to withhold further credit. Another is through 
some other creditor - especially the trader from whom the 
cultivator may have taken a loan as an advance. Both these 
varieties of pressure become one and the same if the money¬ 
lender is himself the trader. 
3. As mentioned above, it is not necessary that the 
moneylender will invoke the forces of compulsion the moment 
payment has become due. It depends upon the mutual under¬ 
standing and the relations between the moneylender and the 
cultivator. In the past money-lenders were very rigid in 
taking back their money. They used to excercise unscrupulous 
means for repayment of their debts. But now the tables are 
turned and the moneylenders are not so free to excercise 
their unfair practices any more. 
4. The moneylender does not follow any particular 
procedure in regard to evaluating the repaying capacity of 
the cultivator. It depends upon his free will whether he 
asks for a written document or not. Sometime he does require 
a bond or the property as security against his money - to 
a cultivator with whom he has never dealt in the past. 
5. The last but not the least and perhaps most important 
of all features is the ability of moneylender to hand over 
the money promptly, in order that some expenditure which 
cannot be delayed may be helped to be met at once. For example, 
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sometimes it happens that a member of the family dies of a 
sudden accident, in that case the cultivator needs money 
promptly and he cannot afford to delay the expenses. Under 
such circumstances moneylender is the only source who can 
advance money to the cultivator promptly because there is 
no need for him to wait for someone else's sanction. 
After taking into consideration the main feature of 
money-lenders we can look at their advantages and disadvantages. 
Speaking of advantages and disadvantages it has to be consi¬ 
dered in two situations. One of these is what sort of 
person the particular moneylender happens to be. The second 
is whether there exists anything which is likely to frighten 
the moneylender in his turn. In other words, just as the 
moneylender uses certain sanctions against the debtor, there 
are similar sanctions which can be used against him as well. 
Some of the main advantages and disadvantages of moneylenders 
are as below: 
Advantages.-- 
1. The loan is available at anytime. The cultivator 
has no need to bother with any red-tapism or delay in sanction¬ 
ing of the money. This is a big advantage to the cultivators. 
They can meet their short-term demands easily by borrowing 
from the moneylender. 
2. The borrower has direct contact with the money¬ 
lender and thus, no formalities are involved. The cultivator 
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knows very well the moneylender - his character and the 
nature of his dealings. On the other hand the moneylender 
comes into close contact with his debtors, thus affording 
himself opportunities for judging, the repaying capacity of 
the cultivator. Thus it is advantageous to both the culti¬ 
vator as well as the money-lender. 
3. Security is not always required in borrowing the 
money from the moneylender. Usually the moneylender lends 
his money on the basis of the debtor’s character and his 
repaying capacity and not on any bond or properly. Thus, 
there is no fear of attachment of property. 
*+. The fourth is that there is no limitation of the 
size of the loan. The moneylender can lend as much as he 
wants. Thus, the cultivator has not to worry about getting 
the loan as long as he has got good relations with the 
moneylender. 
5. The last but not the least is that in 80 percent 
of the cases, the loans are used for the purposes asked for, 
as the moneylender knows personally the urgency and use of 
it. This condition may be considered as an advantage or dis¬ 
advantage depending upon the situation and the type of money¬ 
lender the cultivator is dealing with. If the moneylender 
is a decent person he can help the cultivator by letting him 
borrow at nominal rates of interest realising his precarious 
position, but it is generally found that the moneylender takes 
undue advantage of this urgency of the needs of the cultivator. 
Thus, this phase can be treated both ways as the case may be. 
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Disadvantages î 
Speaking of disadvantages, the most questionable part 
about the moneylenders is the rate of interest they charge. 
Generally speaking, neither the moneylender nor his close 
associates - the traders, landlords etc. seem to exercise 
much restraint on themselves. 
According to Dr. K.N.Raj, the rate of interest charged 
by moneylenders varies from 20 percent to 90 percent.^ The 
moneylenders fulfill two objectives, first, they charge high 
rates of interest and second, they compel the farmers to sell 
their produce to them at a very low price. The moneylenders 
have always been very shrewd and often unscrupulous. They 
adapt several mal-practices such as given below: 
1. Interest is deducted from the amount advanced to the 
poor cultivator by way of a loan. 
2. Benani loans are common i.e., due to the illiteracy 
among the cultivators the signatures are taken on a blank 
paper and details of the loan along with conditions etc., 
are entered later on according to the circumstances. This 
factor is responsible for the life-indebtedness of the needy 
cultivator* However, the Government has taken serious 
measures to check such loans. 
3. Loans are usually payable in instalments. No receipt 
1 
Narain, Lakshmi. Indian Economy (Meerut, 1952), p.78. 
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is given for these instalments. Sometimes entry in the 
books of accounts is also ignored relating to the instalments, 
on account of which the illiterate farmer had to pay much 
more than the actual loan due to manipulation of accounts. 
These are some of the main advantages and disadvantages 
of moneylenders - which constitute the largest percentage in 
financing the cultivators. 
Relatives 
loans from 'relatives’ constitute 14 percent of the 
total borrowings of cultivators. All such loans are interest 
free, because these loans are given by the cultivator's 
relatives. Where the interest is charged by a person related 
to the borrower the loan is classified under the particular 
agency such as moneylender, trader and landlord etc., - 
corresponding to the occupation of the lender. Relatives 
are of special importance in certain districts, where the 
cultivators do not have many facilities for getting loans 
from moneylenders and co-operative societies. 
Traders and Commission Agents 
Approximately 6 percent of the total borrowings of 
cultivators is from traders and commission agents. It must 
be noted here that several moneylenders, especially, urban 
ones, combine other activities with money lending. 
According to the Central Banking Enquiry Committee report, 
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38 percent of the village moneylenders and 78 percent of the 
urban moneylenders have in addition one or more of the other 
professional capacities such as traders, brokers, commission - 
agents, shopkeepers, etc.^- 
Thus, one sees that apart from moneylenders, there are 
so many other private institutions which make loans to the 
cultivators in different forms and circumstances. 
Landlords 
The landlords constitute 1.5 percent of the persons 
from whom cultivators borrow. They are merely cultivators 
themselves except for the fact that they have large sums 
of money at their disposal which they lend to the other needy 
cultivators who can hardly afford to purchase seéds and 
manures. In the past years landlords never loaned money 
to the cultivators as a loan but they used to employ a 
number of cultivators as their servants to work on their 
own fields. This was the tradition up to the year 1957, 
but after that the Government of India abolished this system 
and now it is very rare. 
The indigenous Bankers 
The author has so far dealt with the moneylender and 
a few others, such as the trader, Commission Agent, and the 
 1  
The Indian Central Banking Enquiry Committee, "Majority - 
Report/» ( New Delhi, 1951)» p.75. 
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landlord - all of whom lend directly to the cultivator. The 
indigenous bankers do not undertake the supplying of funds 
directly to the cultivators. Their part is mainly indirect. 
They finance the movement of crops from the villages to the 
main marketing centres and ports. The village moneylender 
also borrows funds from the indigenous bankers for the purpose 
of lending to the cultivators. The indigenous bankers 
generally finance the internal trade and small industries 
in the urban areas. They lend for productive as well as 
consumptive needs against the security of houses, ornaments, 
or even personal reputation. They also deal in promisory 
notes, and discount the notes of small traders not having 
sufficient credit with banks, and get them rediscounted with 
the commercial banks with whom they enjoy high credit. The 
difference between the discount rates of the banks and their 
own rates of discounting notes constitute their profits. 
But like the moneylender, the indigenous banker’s 
business is not confined to banking alone; it is combined 
with trading. He acts as commission agent for the purchase 
and sale of goods. Instead of lending cash to the artisans, 
he purchases for them their raw materials and recovers his 
loans by purchasing their produce at low prices and then selling 
them at higher prices. Thus, besides interest, he earns the 
profits of the middleman. 
The rate of interest of the indigenous banker or 
22 
Saraf is less than that of the moneylender but more than that 
of the commercial banks. The larger part of internal trade 
and urban industries, cottage or small scale, is financed by 
indigenous bankers. But unlike the commercial banks, the 
Sarafs do not depend for finances upon the Reserve Bank. They 
do not have any direct link with the Reserve Bank like that 
of the commercial Banks. That is why the Reserve Bank is 
not able to exercise effective control over the credit and 
transactions of indigenous bankers. 
Co-operative Societies 
Co-operation is a special form of economic organization 
in which people voluntarily associate together on a basis 
of equality for the promotion of their economic interests. 
The essential characteristic of co-operation is " the aban¬ 
donment of competition in distribution and production and 
2 
the elimination of middlemen of all kinds." Through co¬ 
operative credit societies* the loans can be provided to the 
producers through sums raised by their ©wn savings and borrowed 
from other institutions. The income earned in the form of 
interest goes abck to the members in the form of dividends. 
1 
In villages the cultivators refer to the indigenous 
banker as 'Saraf' in their own language. 
2 
Swaroop, Bhagwat. Cooperation in India (New Delhi,1962), 
p. 186. 
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The main features of cooperative Agricultural Credit Societies 
are as below: 
a. Any 10 or more persons (maximum 100) can form a 
society. 
b. Usually there is one society for one village, thereby 
ensuring mutual knowledge of the members who can exercise 
mutual control. 
c. The liability of the member is unlimited - this 
raises the credit of the society in the eyes of others. Members 
grant loans cautiously, exercise control on the use of loans 
and repayments are ensured. 
d. The working capital of the society consists of the 
entrance fee, share capital and deposits of the members, In 
addition, the society secures loans and deposits from other 
societies, central and provincial banks, Government and 
local persons. 
e. Loans are given to members generally for productive 
purposes or for the repayment of the moneylender’s debt. 
Loans may be granted only in rare cases and in small amounts 
for unproductive purposes as well as to prevent members from 
falling into the clutches of the moneylenders. The rate of 
interest is very low for it is with this object that the 
organization is formed. Special importance is attached to 
the repayment of loans promptly and punctually. The borrower 
repays it out of the sale proceeds of the crops. 
2b 
f. Loans are usually given on the honesty and personal 
credit of the borrower, however, sometimes they also ask for 
a movable or immovable property as a security against the 
loan. 
g. In case of societies with no share capital, all 
profits are credited in the reserve fund. In other cases 
25 percent of the profits are put in the reserve fund of which 
a part may be spent for charitable or common purposes and 
the rest is distributed among the shareholders. The accounts 
of the society are audited by officers deputed by the Registrar. 
h. All the members of the society elect a managing 
committee to conduct the current business of the society e.g., 
granting of loans, maintenance of accounts, etc. The 
management is honorary, for no payment is made to any office¬ 
bearer.^ 
These are some of the main features of cooperative 
societies. Now the advantages and disadvantages of these 
societies can be considered in the light of the above mentioned 
features. 
Advantages : 
1. As indicated before, the copperative societies are 
formed by the cultivators themselves, so they feel more at 
home in applying for a loan and also it is easily available 
1 
Swaroop, Bhagwat. Cooperation in India ( New Delhi, 1962), 
P. $b. 
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because there is no red-tapism involved. 
2. The rate of interest is lower than that of money¬ 
lender, thus providing another advantage of these societies. 
This has resulted in a saving of millions of rupees to the 
agriculturis ts. 
3. The cooperative societies have made available the 
improved seeds, better manures and implements at lower price 
to the cultivators - one of the chief problems faced by the 
cultivators. 
4. The cooperative societies have helped middle class 
people to own houses and to develop the small industries. 
The main operation of the cooperative societies is to lend 
money for a short period which was not available before , or 
if available, a very high rate of interest was being charged. 
Having all these advantages, the cooperative societies 
still have some disadvantages which also must be considered. 
Some of the main disadvantages are as following: 
Disadvantages : 
1. In other countries co-operation is the result of the 
spontaneous action of the people themselves but in India it 
is originated by the state - which still controls it to a 
large extent. The people regard it as a State affair and 
feel that it is the government money which they borrow. They 
look upon the society as another source of loans, hence the 
movement has never gained favor of the people themselves. 
2. The movement directed its attention mainly to the 
26 
provision of credit and not to the improvement of agriculture 
and the income of the cultivator. It should have gone to 
the root of the problem and removed the causes of indebtedness 
and poverty of the cultivator so that he could utilize the 
loan to increase his income. 
3. There have been various defects in the actual working 
of the movement, such as, tardy and fictitious payments, 
loans to unscrupulous persons, excessive overdues, inefficient 
control, defective audit, etc. 
These are some of the main advantages and disadvantages 
of the co-operative agricultural credit societies which play 
an important role in the field of rural finance in India. 
Commercial Banks 
The data of Rural Credit Survey as given in the beginning 
of the chapter reveals that the credit obtained from the 
commercial banks by the cultivator is less than one percent 
of his total borrowings. But even then the main components 
of the modern banking structure are the commercial banks. 
These banks have specialized in certain types of business. 
They can only deal with certain types of business and with 
certain phases of economic activity. In agriculture, their 
interest lies not so much in production as in marketing. 
Therefore, in the rural areas in which the marketing of 
agricultural produce is of small importance, there is little 
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scope for the activities of commercial banks. The commercial 
banks usually give the loans on the security of produce kept 
under its control ie., under its own lock and key. Therefore, 
the direct impôrtance of the commercial banks has been for 
the traders in the agricultural commodities and not for their 
producer. Most of the branches of commercial banks lie in 
industrial centres, possibly because of lack of adequate 
security in the rural areas. Their methods of business are 
also very rigid and difficult to understand for villagers, 
who do not know anything about the transaction except that 
of taking a direct loan from a moneylender or any other 
private agency which is familiar to them. Moreover, it is 
to be kept in mind that commercial banks are not encouraged 
to extend as deposit receiving institutions into rural areas 
at the expense of the development of cooperative societies 
that are mainly formed to work in that field. That is why 
the contribution of commercial banks in the field of rural 
finance is not being considered as high as that of private 
or Government-sponsored agencies. 
Government 
Thus it is obvious that the bulk of rural finance is 
now supplied by money-lenders under conditions which operate 
heavily against the cultivator. The cooperative movement 
has touched only the surface of the problem and the govern¬ 
ment comes in only occasionally during periods of distress. 
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But the discussion will be incomplete unless mention is 
made of the part played of the Reserve Bank of India in the 
field of rural credit. The Reserve Bank does not provide 
finance directly to the cultivators, but it has been granting 
increasingly large amounts of loans to the cooperative 
societies. 
The Reserve Bank is indirectly financing long-term 
requirements of the agriculturists by subscribing to debentures 
of land mortgage banks which are guaranteed by the State 
governments* The Reserve Bank finds itself restricted in 
extending credit facilities to the agricultural sector for 
want of suitable securities* Due to its importance a detailed 
study of its functions will be presented in the following 
chapter# 
Besides all these private agencies, the government 
established the State Bank of India in 1955 by nationalizing 
the Imperial Bank of India which was formerly working for the 
State as a government agency. The State Bank was entrusted 
with the responsibility of organizing short period loans for 
rural finance. It was also one of the special obligations 
of the bank to increase its branches in the rural areas in 
such a way that within 5 years of its inception, bOO new 
branches would be established to cover up a large part of 
the rural sector of the economy. The banks tried to fulfil 
these obligations by taking a lead in giving loans and advances 
for a short period to coperative banks and other private 
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agencies, and expanding the branches in rural areas. 
Besides this, the government also tried to improve 
the working of the moneylenders by asking the State governments 
to pass suitable legislation in order to protect cultivators 
from the clutches of the moneylenders. Due to this attention 
paid by the Government of India, the activities of the 
moneylenders have been considerably controlled. 
The Government has also tried to improve the working 
conditions of the co-operative credit societies. It has also 
taken a step in the direction of keeping a single primary 
credit society in village, which will be a very beneficial 
scheme for the needy cultivators. 
The Government is taking measures against the resources 
of money supply to the co-operative societies. By doing this 
they can very well meet the demand of the cultivators for 
the short-term loans. 
These are some of the chief measures which the government 
of India has taken so far in the field of expanding facilities 
to the cultivators. 
A detailed study of the part played by the Government 
of India in the field of rural finance through its Five 
Year Plans and the role of the Reserve Bank of India in this 
field will be given in the following chapter. 
CHAPTER IV 
RURAL FINANCE UNDER THE FIVE YEAR PLANS 
A detailed and critical study of the rural financing 
agencies in India has been made in the previous chapter, but 
the main attention was paid to the private sector. In this 
chapter, the role of the Reserve Bank of India and the part 
played by the Government through its Five Year Plans will 
be discussed in details. 
According to the report of Planning Commission; 
The essence of planning is to pool together the 
resources, human and material, available to the commu¬ 
nity as a whole to utilise them effedtively so as to 
obtain from them a larger amount of goods and services; 
the inequalities of income, wealth and opportunity are 
also to be reduced."! 
As mentioned above, planning necessarily involves 
institutional changes in the economic body of a society. Now, 
how far the Government of India could achieve its aim through 
its planning is the point of discussion in this chapter. 
It would be convenient and simple to deal first with 
the State Governments, in their relation to the rural finance, 
and then with the Central Government. The former might be 
considered in relation to their functions, such as given below: 
a. The agricultural sector - including In it not only 
the cultivation of land but also animal husbandry and other 
1 
The Government of India, Planning Commission, The First - 
Five Year Plan , ( New Delhi, 1951) j p. 79. 
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activities auxiliary to agriculture. 
b. The non-agricultural sector - including in it all 
economic activities important to the villagers. 
But here, the writer has to confine himself to the study 
of the Government in relation to the financing of the agri¬ 
cultural sector. 
The form of agricultural credit provided by the govern¬ 
ment is know as 'Taccavi'.l It is a system of supplying the 
agricultural credit to the cultivators for subsistence as 
well as for production, but with a greater emphasis on the 
latter. Generally, 'Taccavi' is provided by the government 
in times of famine and distress. But there were so many 
inadequacies in this system that government had to drop the 
scheme in the middle of the first Five Year Plan. These 
inadquacies were as below: 
Inadequacy of Amount.— It has been mentioned in the 
previous chapter that the percentage of the cultivators 
borrowing from Government as a percentage of their total 
borrowings was only 3*3 percent, because there was a consider 
able variation in the distribution of funds among the states 
of India - as may be seen from the following details : 
Table 4 reveals that there were large inadequacies in 
the finance of different states, which reflected the smallnes 
1 
The Government of India, The First Five Year Plan. 
(New Delhi, 1951), p.89. 
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of financial resources that the Central Government could 
spare for this purpose. Considering individual states, 
in one state the rule was that - 11 in case of short-term loans 
the average loan per head should not exceed Rs. 15.00 and 
the maximum should not exceed Rs. 25.00 in any caseV^ Usually 
the amount disbursed was much smaller than that which had 
been asked for by the cultivators. 
TABLE 4 
PERCENTAGE OF BORROWINGS BY THE STATE GOVERNMENTS 
FROM THE CENTRAL GOVERNMENT* 
States Percent 
Assam ... ...       6.2 
Bihar  4.7 
Bombay  4.6 
Hyderabad  1.3 
Madhya Bharat .  8.7 
Madhya Pradesh  12.8 
Madras  2.3 
Mysore  1.4 
Orissa  0.02 
Punjab  15*2 
Rajasthan  0.6 
Uttar Pradesh  0.9 
Vindhya Pradesh  1.2 
West Bengal   1.8 
(Bombay, 1952), p. 196. 
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It was observed that one out of every twelve of the 
borrowers said that the amount he got was 25 percent or less 
of that applied for, while one out of every three reported 
that it was from 26 to 50 percent of the requirement indicated.'*' 
Thus, it is noticed that there was inadequacy of amount in 
this system. 
Inequality of Distribution.— If the distribution of the 
small amount is considered class-wise for the cultivators, 
one can see that there exhists considerable inequality in 
favor of the big and large cultivators. It has been noticed 
that the average borrowing of the big cultivators was nearly 
4 times that of the medium cultivators and roughly 10 times 
that of the small. One main reason for this inequality of 
distribution was the nature of the purposes for which Govern¬ 
ment finance was being made available. These purposes were 
often related to the forms of improvement of land or methods 
of increase of production which were beyond the scope of the 
i 
medium and small cultivators. 
Inappropriate Basis for Security.— Usually the State 
Governments advanced loans against the security of immovable 
property. The effect of this undue emphasis on ownership of 
property as the basis of security resulted in the inability 
of applying for a loan by the medium and small class cultivators, 
1 
Narain, Lakshmi. The Indian Economy (Agra, 1952), p. 68. 
because in many cases they were unable to furnish the land 
or other security required by the rules. 
Inconvenience of Timing.— Generally the cultivators had 
to face a lot of red-tapism in getting the sanction of their 
loans. It used to happen that once they applied for a loan 
they had to wait for a long period to give due time for their 
application to go under a careful scrutiny. The time factor 
involved in the sanctioning of funds always plays an important 
role in the field of rural finance because there are certain 
occasions which cannot be delayed after a certain limit’of 
time. 
Inadequacy of Staff.— The inadequacy of staff is 
usually associated with the revenue staff, but in India it 
is not true because for distribution of manure, agricultural 
implements etc., many of the State Governments used the 
agency of their agricultural departments. The staff of these 
agencies was not always as well trained and efficient as 
ought to have been and this delayed the action of supplying 
seeds, manures, etc. 
Incompleteness of Coordination.— Along with the 
lack of supervision and effeciency of State credit depart¬ 
ments, there was a lack of coordination among the different 
departments concerned with the operation of the system. 
Generally, it has been observed that there were too many 
departments entrusted to different types of work in the 
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same operation, which in its turn, resulted in delaying of 
action, overlapping of management, waste of time and money. 
Lack of co-ordination occurred not only between one 
department of Government and another, but between government 
on the one side and co-operative credit agencies of the state 
on the other. It created ill-will among the officers dis¬ 
bursing the loans who did not come under the general inspec¬ 
tion of the Government because of their independent organiza¬ 
tions. Again, the Government operated in the areas served 
by cooperative institutions and advanced loans for the very 
purpose for which cooperative agencies did. Thus, there was 
a duplication of agencies, duplication of finance and a 
variety of rates and terms of loans for different types of 
agricultural credit. 
Due to some of these inadequacies in the ‘ Taccavi* 
loan system, the Government had to drop it for the time being. 
And thus, the role of societies and the Reserve Bank of India 
achieved more importance during the Five year Plans. The 
Plans will be dealt with separately in succeeding paragraphs. 
The First Five Year Plan 
This plan was related to the period beginning from April, 
1951 to March, 1956. The main objective of the Plan was to 
raise the standard of living of the people and to provide 
them with a richer and more varied life. It was proposed 
during the time this plan was in operation that the Government 
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and the cooperative organization would distribute Rs. 7.11 
crores, of which Rs. 50 Lakhs were to be contributed by the 
Central Government and the balance by the State Governments.'*' 
During the First Five Year Plan the following progress 
was achieved: 
Credit cooperatives.— Broadly Agricultural credit 
organizations fall into two parts: (i) those concerned with 
short and medium-term finance and (ii) those which provide 
long-term finance. In the first group there were 24 State 
co-operative Banks, 498 co-operative Central Banks and 1.6 
lakhs co-operative agricultural credit societies with a total 
membership of about 80 lakhs. These various organizations 
operated with total owned funds amounting to Rs. 1.90 crores, 
deposits of about Rs. 99*42 crores and working capital of 
about Rs. 235.11 crores. But the institutions for long-term 
agricultural finance were not so developed. There were 
only 9 central and 302 primary Land Mortgage Banks with a 
total working capital of Rs. 29.86 crores.2 
Non-credit cooperatives.— Due consideration was also 
given to the development of non-credit organizations but they 
did not show any large measure of progress. In the field of 
1 
Swaroop, Narain. Cooperation in India (New Delhi, 1962), 
p. 178. 
2 
The Government of India, The First Five Year Plan , 
(New Delhi, 1951), p.89. 
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agricultural marketing there were 19 State marketing Societies, 
235*+ marketing unions and federations, and 9778 primary- 
marketing societies with a total annual turnover ef about 
Rs. 70.6 crores.^ In some states during the First Five Year 
Plan the irrigation societies and milk supply societies 
achieved encouraging results. 
These were some of the developments that co-operative 
agencies made during the First Five Year Plan. Now the role 
of the Reserve Bank of India during this First Plan will be 
considered. 
The targets under the First Plan were Rs. 100.00 crores 
perannum for short-term finance, Rs. 25 crores per annum for 
medium-term finance and Rs. 5 crores per annum for long-term 
finance. Now these three types of loans will be discussed 
separately in detail. 
Short-term finance.— As regards the short-term finance, 
it was expected that with the reorganization of the cooperative 
credit structure, which took place in several States, a 
number of states will be able to avail themselves of credit 
facilities which were not available previously. The credit 
limits sanctioned by the Reserve Bank of India to some of the 
reorganized State cooperative Banks may be seen from the 
following data. 
1 
The Government of India, The First Five Year Plan. 
(New Delhi, 1951), p. 189. 
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TABLE 5 
PROPORTION OF THE CREDIT LIMITS SANCTIONED 
BY THE RESERVE BANK OF INDIA* 
Name of the State 
cooperative banks 
Assam    
Hyderabad   
Pepsu  
Punjab   .. 
Saurasthra  
credit limits 





From the above table one can look at the contribution made 
by the Reserve Bank of India in the field of short-term 
loans. By providing more credit to the State cooperative 
banks, the Reserve Bank expected that now the cultivators 
could borrow more money than before and the banks could 
also expend more short-term loans. 
In order to bring efficiency into the administration 
of rural finance, the planning commission proposed the 
establishment of three regional colleges for the training 
of the cooperative staff on which the Central Government 
spent Rs. 10 lakhs. But the State Governments did not realize 
the importance of sending their officers to these centres 
for training. The result was that the money was not properly 
utilized by the State Governments. 
*Anstev. Vera. The Economic Development of India (New Delhi, 
1952), p. Ô7. 
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Medium-term credit.— As regard medium-term credit, the 
Reserve Bank of India made an amendment by which the Banks 
could make medium-term loans upto Rs. 5 crores. By expending 
the credit to the State Banks, the Reserve Bank tried to push 
medium-term loans which were taken largely by needy cultiva¬ 
tors from the indigenous bankers. Thus, the Reserve Bank 
tried to expend more and more agricultural credit loans to 
cultivators through other associated banks. 
Long-term credit.— Considering the long-term credit, 
the Reserve Bank of India helped indirectly by taking up 
debentures floated by the central land mortgage banks to 
the extent of 20 percent (as compared with 10 percent previously! 
In helping the land mortgage bank by taking debentures, the 
Reserve Bank could increase the power of land mortgage banks 
to lend more money for long-term purposes. But these loans 
were largely lent to the big cultivators due to too many 
restrictions on security. 
Apart from these targets relating to credit, the First 
Five year Plan made a provision for a sum of Rs. 10 lakhs 
for subsidizing the organized training of co-operative personnel 
Here again the Government of India and the Reserve Bank set 
up a central committee for cooperative training in November, 
1953» The committee was financed partly by the Reserve Bank 
and partly by the Government of India. The committee was 
presided over by an eminent non-official co-operator. 
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These were some of the main contributions made by 
the Reserve Bank of India under the First Five Year Plan 
in the field of rural finance, however, there were certain 
considerations which set a limit and retarded the program 
of the Reserve Bank. Some of these main factors are as below: 
a. Defective operation of Co-operative Credit Agencies:— 
Without making any thorough change or reform in the 
operations of co-operative credit agencies, it was difficult 
for the Reserve Bank to ensure that the whole of the credit 
provided by it was actually transmitted to where it was 
intended. Unless the officials of the State co-operative 
Banks and primarily the officials of co-operative Agricultural 
Credit Societies could realize their responsibilities, it was 
real hard for any one central agency to keep an eye on every 
transaction made by these agencies. This was one of the 
reasons that funds provided by the Reserve Bank of India could 
not be utilized properly in the First Five Year Plan. 
b. Difficulties in the wav of larger provision of Medium-term 
credit— Apart from the inadequacies in the operations of 
co-operative credit societies, there was a set limit on the 
part of co-operative societies regarding the lending of medium- 
term loans. As mentioned before, the Reserve Bank of India 
could raise the funds for medium-term loans only up to 5 crores, 
so it was not expected that these co-operative credit societies 
would expend their medium-term loans to a greater extent. 
c. Reluctance of co-operatives to Increase their opera¬ 
tions .— The Reserve Bank of India made observations that 
individual institutions, such as, Central Co-operative Banks 
of certain districts, were at times reluctant to increase 
their finances by borrowing or otherwise, even though they 
were financially strong enough to expend it. The main reason 
for this was that cooperative societies were hesitant in 
financing the cultivators who did not have sufficient securities 
against their loans. 
These were some of the limitations which the Reserve 
Bank of India had to face in carrying out its plan successfully, 
In the end of the First Five Year Plan, the Planning commission 
felt an urgent need for an integrated scheme in which all 
agencies of finance could be co-ordinated. 
According to the recommendations of the Survey and 
other studies, the planning commission set down three basic 
aspects of successful cooperation Tinder the Second Five Year 
Plan. These were: 
The Second Five Year Plan 
Basic Aspects.— a. Credit is only the beginning of 
cooperation; from credit the cooperative action should be 
extended to other activities. 
b. Every family in the village should be a member of at 
least one cooperative society. 
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c. The cooperative movement should make every family 
credit-worthy in the village^ 
The Planning commission made a recommendation to link 
credit and non-credit cooperative societies under the Second 
Plan, so that farmers could first get supplies and later 
help to market their produce* Large-sized credit societies 
were formed to serve groups of villages and were affiliated 
with marketing co-operatives in the towns. 
To make more small farmers credit-worthy, the loans 
were advanced on the basis of proposed production and anti¬ 
cipated crops. To prevent misuse of loans, the loans were 
given in kind - seeds, manures, fertilizers, etc. 
During the beginning of the Second Five Year Plan, the 
Reserve Bank of India made a comprehensive survey on cooperatives 
2 
the "All India Rural Credit Survey.” The survey analyzed 
some of the basic troubles that retarded the growth and 
success of the First Plan and which the planning commission 
tried to remove in the Second Five Year Plan. 
One of the most significant findings made by the Survey 
was that credit granted by cooperatives and Government agencies 
was only 6 percent of the loans used by cultivators. For 
the rest (94 percent) of the credit needs, the Cultivators 
1 
The Government of India, The Second Five Year Plan. 
(New Delhi, 1957)) p. 164. 
2 
Ibid., p. 169. 
still had to resort to moneylenders and to other means. 
Second, the rigidity of lending rules in credit socie¬ 
ties, over high standards of credit-worthiness and shortage 
of working capital had resulted in making many types of loans 
unacceptable by the medium and small class cultivators. 
Third, in the First Five Year Plan, agricultural credit 
was provided to a total of Rs. 80 crores, to be distributed 
by Government and cooperatives with the help of the Reserve 
Bank for short-term, medium-term and long-term loans. 9000 
new cooperative societies were formed over the First Five 
Year Plan. 
Fourth, one of the major steps taken on the Survey's 
recommendations was the creation of the State Bank of India 
in 1955. The Bank has now branches in all states and most 
district head quarters and many smaller units have been 
developed. 
Fifth, the Reserve Bank of India established a " National- 
Agriculture Credit Fund" with an initial credit of Rs. 10.00 
crores plus Rs. 5 crores per annum over the Second Plan. 
The Central Government also established a " National Cooperative- 
Development Fund" from which states might borrow to enter 
into partnership with non-credit cooperatives. 
These were some basic troubles that retarded the growth 
and success of the First Five Year Plan. The estimated total 
- 
The Reserve Bank of India, "All India Rural Credit Survey" 
(Bombay, 1956), p. 267. 
investment in the Second Five Year Plan was Rs. 7200 crores 
( i.e., Rs, 4800 crores from Government and Rs. 2400 crores 
from private enterprise), though it looked small as compared 
to expenditures of developed nations. The United States, 
for example, spent Rs. 4800 crores every eighty days on defense 
alone and Rs. 4800 crores about every year on education, yet 
this was an enormous sum for a nation such as India which 
is only now arising out of the mire of poverty. 
One of the key factors in India's economic growth is 
how much production can be gotten for each rupee invested. 
This raised questions as to the relative productivity of 
projects using much capital as against those using much labor 
and questions of the proper balance between Government and 
private investment. 
Leaving aside the financing of the plan, the writer has 
to confine himself to the development of the rural finance 
under the Second Five Year Plan through its various agencies 
as already mentioned in the First Plan. 
The Second Plan's rural programs were framed with an 
even greater awareness of the close inter-dependence of 
agriculture and industrial development. After the completion 
of the First Plan, the planning commission realized that with¬ 
out a swift rise in agricultural production the Plan itself 
could not be fulfilled. 
It was expected that the Second Plan would expand and 
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redouble the substantial efforts and progress begun over 
the First Plan. No new major program was introduced. The 
important new targets were the raising of Agricultural pro¬ 
duction by 28 percent, the effort to find some solution to 
efficient land management, the expansion of the rural develop¬ 
ment program to cover all India and its intensified, integrated 
use as the key instrument for carrying out all programs of 
rural advancement. 
The principal targets of the Second Five Year Plan for 
cooperative credit were to be achieved both through existing 
and new societies. It was hoped to raise the membership of 
cooperative credit societies nearly threefold - from less 
than 6 pillion to about 15 million.'*' The investments made on 
these targets were as following: 
TABLE 6 
2 
THE PRINCIPAL TARGETS OF THE SECOND. PLAN 
Purpose-wise Investment 
Number of larger-sized Societies  10,400 
Short-term credit  Rs.l50 Crores 
Medium-term credit  Rs. 50 crores 
Long-term credit   Rs. 25 crores 
- 
The Government of India.nAll India Rural Banking Enquiry - 




Table 6 reveals that the Government of India tried to 
do much better in the Second Five Year Plan by expanding 
the credits for all the three types of loans. As mentioned 
previously, the Government and the Reserve Bank jointly formed 
a central committee on cooperative training and an India¬ 
wide system of training was set up with a central college at 
Poona for executives and managers and special centers to 
train four thousand block-level workers in cooperatives for 
the rural development programs. 
Costs were shared by the States and by the Central 
Government. Most States were also conducting training classes 
for employees of State cooperative departments. The 
Reserve Bank of India alone played an important role during 
the Second Plan. With the amendment of the Reserve Bank of 
India Act, the functions of rural credit were further enlarged. 
The period of short-term credit was extended from 12 to 15 
months and the bank was empowered to grant medium-term loans 
up to a period of 5 years. Re-discounting facilities were 
extended to cooperative banks. Inspite of the increase in 
bank rate from 3 to 3^ percent, the Reserve Bank of India 
continued to supply finance for agricultural purposes at 
lit percent, thus giving a special rebate of 2 percent. In 
the beginning of the Second Plan, loans to the extent of 
Rs. 268.20 lakhs were sanctioned to different states for 
contribution to the share capital of cooperative institutions. 
So far, efforts have been made to discuss the part 
played by the Government and the role of the Reserve Bank 
of India in the field of rural finance during the First and 
Second Five year Plans, now, the development of rural finance 
expected during the Third Five Year Plan will be discussed. 
The Third Five Year Plan 
The First and Second Plans were conceived as the first 
phase in the long-term social and economic development of 
India. The Third Five Year Plan was formulated after its 
originators took into account the experience of the First 
and Second Plans. Its aim are: 
1. to secure a rise in national income of over 5 percent 
per annum during the Third Plan. 
2. to achieve self-sufficiency in foodgrains, and increase 
agricultural production to meet the requirement of industry 
and exports. 
3. to expand basic industries like steel, fuel and 
power so that the requirements of further industrialisation 
can be met within a period of 10 years from the country's 
own resources. 
4. to utilise the man-power resources to its fullest 
extent to ensure a substantial expansion in employment opportu¬ 
nities. 
5. to bring about a reduction of inequalities in income 
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and wealth and a more even distribution of economic power. 
In the Third Plan the first priority has been given to 
agriculture, the aim being to achieve self-sufficiency in 
foodgrains. Though there are other priorities which are 
given to industry, power, transport, etc., here the writer 
has to confine himself only to the targets of rural finance 
during the Third Five Year Plan. 
The plan includes outlays both in the public and private 
sectors. It envisages a total investment of Rs. 10,200 crores 
of which Rs. 6200 crores will be in the public sector and 
the rest ( Rs. 4000 crores) will be in the private sector. 
According to the planning commission report, the Third Plan 
provides for an increase of about 5.1 percent in total 
investment as compared to the Second Plan.2 
The general pattern of investment in the Second Plan is 
being continued in the Third Plan. In the public sector, 
greater emphasis has been placed on agriculture, industry, 
power and certain aspects of social sources. In the private 
sector, investment falls into two parts, namely, (a) investment 
relating to organised sector of industry, mining, electricity 
and transports, and (b) investment which is dispersed exten¬ 
sively over fields like agriculture, villages and small indus- 
1 
The Government of India, The Third Five Year Plan.(New- 
Delhi, I960), p. 49. 
2 
Ibid., p. 53. 
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tries. But here, the emphasis placed on agriculture in the 
public sector as well as in the private sector will be dis¬ 
cussed. 
By the end of the Second Plan the total amount of credit 
advanced by cooperatives was expected to reach Rs. 190 crores 
as compared to Rs. 49 crores, the achievement of the First 
Plan. According to the planning commission report, there 
will be about two thousand primary agricultural societies 
with a total membership of about 17 millions, serving about 
33 percent of the agricultural population. 
The principal targets of the Third Five Year Plan in 
the field of rural finance are as below: 
TABLE 7 
PRINCIPAL TARGETS OF THE THIRD PLAN* 
Period-wise loans Investment 
Short-term Rs. 400 crores 
Medium-terra  Rs. 160 crores 
Long-term Rs. 150 crores 
* 
The Government of India, The Third Five Year Plan. 
(New Delhi, I960), p.59. 
Table 7 indicates that more capital is set aside by the 
Government and the Reserve Bank of India in the Third Plan 
Ï 
The Reserve Bank of India.11 All India Rural Credit Survey" 
(Bombay, 1959), 0. 186. 
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than in the Second. Further, more emphasis is being put on 
food production and rural credit. 
In formulating programmes for the expansion of copperative 
credit, the main consideration of the Government has been 
to ensure adequate support to achieve the targets of agricul¬ 
tural production. The Third Plan envisages that primary 
membership would increase to 3.7 crores covering about 60 
percent of agricultural population. The number of the 
cooperative credit agricultural societies would rise to 2.3 
lakhs covering all the villages in the country. In regard 
to short-term and medium-term credit, it is expected that 
the total amount of both would come to about Rs. 560 crores 
whereas the long-term credit would rise to about Rs. 150 
crores.^ 
The recognition of the importance and need of long- 
period loans in increasing production has prompted the 
decision to add 265 primary land mortgage banks to the 407 
already existing at the end of the Second Plan. 
The role of the Reserve Bank of India is of greater 
importance in the Third Plan as compared to the Second. As 
already mentioned, the Reserve Bank of India is trying to 
provide training for as many people as possible in the State 
departments and, also, it has extended the rural credit to 
1 
Dutt, K. The Economic Problems of India (New Delhi, 
1961), p.42. 
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a great extent by creating a new department for its super¬ 
vision, namely, the "Agricultural Credit Department." the 
functions of this department are as below: 
a. To maintain an expert staff to study questions 
relating to agricultural credit and which would be available 
at all times for consultation by the Central Government, 
State Government and other banking organizations. 
b. To finance agricultural operations through provincial 
cooperative banks and other agencies engaged in agricultural 
credit. 
Thus, it becomes obvious that the part played by the 
Government and the role of the Reserve Bank of India in the 
field of rural finance is a great contribution to the rural 
masses of India. If the Government, as well as the Reserve 
Bank of India, can get the cooperation from the private sector 
as they expect, it will not be exaggeration to say that 
India would be a strong and self-sufficient country so far 
as the field of rural finance is concerned. 
CHAPTER V 
SUGGESTIONA AND CONCLUSION 
The need for the organization and expansion of agri¬ 
cultural credit facilities has been never as great as it is 
today. With the increasing regulation of money lending and 
the abolition of the ” Zamindari" system, the traditional 
sources of credit for the agriculturists are being readily 
chopped off, and more rural credit is being provided by the 
government and the Reserve Bank of India through the State 
co-operatives and Agricultural credit societies. But still, 
the government of India has not been very successful in 
achieving its aim. By looking at the whole matter as dis¬ 
cussed in the previous chapters, the writer would like to 
make a few suggestions regarding the success and improvement 
in the credit facilities provided by the Government to the 
agriculturists. Some of these suggestions are as below: 
a. The Central Government and State Government should 
take an increasing share in short-term finance. Though it 
has been noticed that in the Third Five Year Plan the govern¬ 
ment as well as the Reserve Bank paid more attention to the 
investments in the short-term loans, still, cooperation 
between states government and the Central is not so efficient 
and cooperative as it should be to carry out its plan 
successfully. 
b. To facilitate the provisions of credit by the States, 
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the system of 'taccavi' loans should be simplified, liberalised 
and made more prompt. However, since the funds with the 
government are, after all limited, some sort of credit 
institutions on the model of ' Guaranteed Credit Corporations' 
of the United States of America may be established, so as to 
provide rural finance.^ 
c. Rural savings should be extended by the expansion of 
post-office facilities in order to encourage deposits in 
saving accounts. ( In India the post-office also provides the 
facility of opening a new savings account just as cooperative 
societies and banks do). 
d. The maximum rate of interest should be fixed according 
to the circumstances. However, it should not exceed more 
p 
than 9 percent per annum. The income by way of interest 
from the loan advanced for agriculture purposes should be 
subject to a very low rate for income-tax, because it will 
encourage the co-operative societies and the private credit 
agéncies to lend more money for agriculture to get exemption 
from the income-tax. 
e. The Government should encourage the commercial banks 
to open new branches in rural areas. As mentioned in the 
previous chapter, one can look at the growth of expanding 
1 
The Government of India, planning commission. All India- 




and opening new branches of commercial Banks during these 
Five Year Plans, but still they are not sufficient enough 
to serve a large percentage of the rural masses. 
f. With the expansion of the land mortgage banks, the 
government should put some restrictions on the undue emphasis 
on security against the loans. The loans should be provided 
in kind rather than in cash. By doing so, the Banks can 
check the misuse of long-term loans. 
g. The red-tapism in the sanctioning of loans should be 
abolished. Usually, when a cultivator applies for a loan 
from any co-operative society, he has to wait for a long 
time Just for the red-tapism which can be easily abolished 
by careful supervision. 
h. The Reserve Bank of India should continue to make 
short-term loans availablè through state co-operative banks. 
This will result in a considerable increase of volume of the 
short-term agricultural credit supplied by the state co-opera¬ 
tive banks to the cultivators. 
i. So far as agricultural producers are concerned, the 
co-operative credit society should endeavour to cover as 
large a proportion of the population, within as short a time 
as possible. The subsistence needs of the agricultural 
producers as distinguished from specific 'consumption* needs 
connected with marriages, funerals etc., should be treated 
as needs which ought to be legitmately fulfilled by the co¬ 
operative credit system. 
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These are some of the suggestions which can be made 
regarding the improvement in the working conditions of the 
rural financing agencies in India. 
After considering the study of the rural financing 
agencies in India, it can be said that as a developing country, 
India has made great progress in the last eleven years after 
completing two Five Year Plans. Though it will be hard to 
fore-tell the achievements of the Third Five Year Plan, it 
is expected that with co-operation of the rural masses, the 
Government of India will be able to achieve its goals. 
It seems that by the end of the Third Five Year Plan, 
India will be a much better off country, especially in the 
field of rural finance, as compared to the other developing 
countries. Thus, the writer concludes by saying that the 
prospects of rural finance are bright in India. 
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